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l. INTRODUCTION —WHAT ARE HIGH-RISK POOLS?

Hightrisk pools are government-run hedth insurance programs for people who have been
identified as “uninsurable’ by private individud insurers.  Since 1976, many dates have
experimented with high-risk pools as a way to make coverage available to people with actud
or expected high hedth care costs, while keeping insurance affordable for the rest of the
private market. Generdly, high-risk pools are open to people who have been denied
coverage by one or more insurance companies or were only offered coverage a either a very
high substandard premium or with significant coverage limits.

Currently, 29 dates have crested some form of specid date hedth insurance program to
guarantee access for the uninsurable population. The uninsurable population are generdly
individuds with pre-exiging conditions and/or chronic conditions which cause them to be
denied standard coverage.  High-risk pools typicdly cost more than standard insurance
coverage, but generdly have a cgp on the amount of premium that can ke charged. The cost
of the highrisk pool is generdly higher than the premium that is charged to the pool
participants, since the participants are known to have mgor hedth problems leading to high
cost hedth services. As a reault, risk pools need subsdies in the form of assessments to the
insurance industry, contributions from providers or through some other <ae funding
mechanismsin order to fully fund the program.

Risk pools provide some gahility to the insurance market. However, many people who could
benefit from these programs don't know they exis. Since dtates try to keep costs down,
little, if any, marketing is done. Some dates require that individuds who are rgected by
hedlth insurance carriers be notified about the high-risk pool.

Risk pools ae typicdly a temporary stopping point for many individuds. Many people
enroll for only a limited time and then drop out when they become digible for coverage
edsawhere. Some may leave the program when they find a company that will accept them at
a lower rate while others may obtain coverage through a new employer sponsored plan. The
averagetime an individua spendsin arisk pool is 30 months.



[I. EXECUTIVE SUMMARY

Hightrisk pools can be a very important mechanism in today’s hedth care environment.
They badcdly serve two important roles:

» They can hdp to reduce the number of uninsured individuds by guaranteging
everyone in the date, specificdly rdaively high cos/uninsurable individuds, access
to “afordable’ qudity hedth care. “Affordable’ means affordeble reative to the
insurance risk (or expected costs) of the individud, dthough they may ill have to
pay afarly high premium.

» Some gudies imply that they can help to keep the commercid premium rates low and
entice lower cogt individuas to purchase insurance and keep the individua insurance
market competitive.  High-risk pools can provide dability to the hedth insurance
system when they are well conceived.

The funding of the program is the most crucid dement in the development of a successful
program. Since the cost per individud for these programs is sgnificantly more than that of
the sandard insurance market, the costs must be funded by more than just enrollee
premiums. The more parties that are involved in funding the program, the more the codts are
goread out, thus easing the financid burden for dl. Two of the more successful programs are
those in Minnesota and Wisconan.  In Minnesota the financid burden is funded by three
different sources — enrollee premiums, insurer assessments, and State appropriations while in
Wiscondan, the financid burden is funded by four different sources — enrollee premiums,
insurer assessments, provider contributions and state appropriations. Each state dso has a
fairly low uninsured percentage — 10% and 13%, respectively.

Ancther important dement in the desgn of a high-risk pool is a premium rate cep for the
plan. The lower the premium rae cap, the greater the number of individuds that will be
eigible for and be able to afford the plan. As the enrollment increases, the funding is of
grester importance, especidly in high inflationary times  The higher the enrdliment, the
gregter the dran on dl funding parties involved (especidly if any date funding does not
keep pace with inflation and enrollment increases).

High-risk pool coverage is typicdly a comprehensve hedth insurance plan with deductibles
and coinsurance gmilar to that found in the commercid market. These programs are not
typicdly desgned for low income “chronicdly ill individuds' (other programs such as
Medicad target this population) but are rather for “chronicaly ill individuds’ who do not
have employer sponsored plans, are salf-employed or are unemployed.
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This paper was developed for the Arizona Hedth Care Cost Containment System as part of
the Arizona State Planning Grant, which is funded by the Hedth Resources Services
Adminidration. It provides summary information about high-risk pools. A more detaled
andyss of this subject was beyond the scope of this paper, but should be completed before
desgning or implementing a high risk pool. This paper assumes that the reader is familiar
with the design of hedth insurance plans and the hedth care sysem in the United States. It
should only be reviewed in its entirety.



1. SUMMARY OF CURRENT STATE HIGH-RISK POOLS

Eligibility

Each gdate offering a high-risk pool has edtablished rules regarding who is digible to be
covered under the program. Eligibility varies by dsate, however, the most common digibility
requirements are as follows.

State Residency — Individuds gopplying for the plan must typicdly provide proof thet
they are a current resdent of the state. Residency requirements range from 30 days
up to one year before they become digible.

No Other Hedlth Coverage — An digible individud is one who does not have other
hedth insurance coverage. However, staes do not typicdly require a period without
insurance before becoming digible for the program.

Rejection or Exduson — Many plans require proof that an individud has been
rgected (or terminated for reasons other than non-payment of premiums) for hedth
insurance by one or more carriers within the lagt Sx to twelve months. Also, if an
individud is accepted by a carrier, but acceptance is contingent on a reduced benefit
or excluson of dated pre-exiding conditions, the individua may be digble for the
da€'s high-risk pool. No date redricts coverage to a specified lit of medical
conditions.

Rate Increase or Rate-Up — If an individua has insurance coverage but has received a
rate increase that results in rates higher than the pool’s rates (varies by date), the
individua may qudify for the da€s high-risk pool. Also, if an individud is
accepted by a carrier, but acceptance is based on a substandard rate-up tha results in
a rate higher than the pool’s rate, the individua may qudify for the sta€'s high-risk

pool.

Enrollment Caps — Some dates limit the number of insureds covered. In the event
that an individud qudifies for coverage and the enrdllment is a the dat€'s limit, the
individud will be placed on a waiting lis. As individuds lapse, those on the waiting
lig will be dlowed coverage. Enrollment in risk-pools has been growing over the last
few years and condgts of agpproximatey 110,000 members nationwide as of early
2000.
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HIPAA Portability — As a result of HIPAA, individuas who have been insured and
have lost coverage for various uncontrollable reasons are digible under HIPAA's
portability rules.

If an individud terminates coverage from the program, generdly the individud is not digible
to re-enroll until a least twelve months have dapsed snce termination.  Appendix A shows
the current participants for the various dtate high-risk pools adong with the number of
uninsured and percentage of uninsured by date.

Types of Plans

Many dates offer more than one type of plan, such as.  Indemnity, PPO or HMO. Nearly dl
dates offer coverage with an upfront deductible, then coinsurance with an out-of-pocket
maximum (see Benefit Desgn discusson below). The coinsurance percentage vaies by
date. Under an indemnity type plan, there are no redtrictions on the provider of care and the
plan has a fixed coinsurance percentage. For those dates that have a PPO plan, the
coinsurance varies by in-network versus out-of-network usage. In generd, if a date has a
network of providers, the plan will pay a higher coinsurance percentage if the individud
utilizes the network snce the pool probably gets some form of discount from the network
providers. A higher percentage coinsurance helps incent individuas to use the network
(gnce they will have to pay less out-of-pocket) and attempts to reduce the overdl cost of the
program. At least one date (Wisconsn) offers an indemnity type plan but requires
individuasto use Medicaid certified providers.

Severd dates dso offer a Medicare Supplement plan. The types of plans vary by state with
some dates offering coverage to any Medicare digible individud (who aso meets pool
criteria) while other states only offer coverage to Medicare dissbled individuals.

All dates with risk pools offer a comprehensve benefits package which cover inpatient,
outpatient, and phydcian services. Nearly dl daes cover menta hedth/substance abuse
trestment, but a mgority have ether day limits or dollar limits on these benefits. Dentd and
vison care benefits are included in only afew pools.

Benefit Design

The bendfit desgn of high-risk pools varies sgnificantly from dae to date.  The following
are the various provisons included in the plans:

Deductibles — Deductibles that the insured must pay range from $250 - $10,000 with
a mgority of the states offering a $500 or $1,000 deductible. Cdifornia is the only
date that does not use a deductible but instead has a $25 office vist copay. Some
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dates have subsdy programs for lower income individuas that will help pay for a
portion of the individud’s deductible,

Coinsurance — The predominant coinsurance percentage used is 80%/20% (80% of
the expene is pad by the pool dfter the individud sdtisfies the deductible).
However, coinsurance percentages may vary depending on where the sevice is
peformed. When PPO plans are offered, the coinsurance generdly varies with a
lower coinsurance amount paid for out-of-network services. In most instances, PPO
type plans have negotiated discounts with network providers and therefore offer a
richer coinsurance benefit in-network in order to entice individuds to use the
network. By usng the network, the plan can reduce the cost as a result of the
discounts, as well as reduce utilization due to managed care.

Annud Out-of-Pocket Maximums — Most states have an out-of-pocket coinsurance
maximum that limits the amount the insured must pay esch year. The out-of-pocket
is the maximum the individud is respongble to pay for coinsurance only with a totd
out-of-pocket equa to the sum of the deductible and the coinsurance limit. Once the
individua has reached the coinsurance limit, the plan covers 100% of the cost up to
any anud or lifetime benefit maximum. Out-of-pocket limits range from $1,000 to
unlimited, with the mgority ranging from $1,000 to $5,000.

Lifeime Bendfit Limit — Approximaey hdf of dl the daes have a maximum
lifetime benefit limit of $1,000,000 and approximady one-quarter have a lifetime
limit of $500,000. Other lifetime limits range from $350,000 to unlimited.

Pre-exiging Conditions — Most plans contain a provison that excludes coverage for a
certain period of time (wating period) following the effective date of coverage for
new enrolleess. The pre-exising condition excluson is meant to reduce adverse
sdection agang the plan by preventing individuas from waiting until they know that
they need care before applying for coverage. The excluson is based on a pre-exiding
condition that manifested itsdf within a certain period of time (condition period) prior
to coverage which ranges from none to sx months. The waiting periods range from
no wait up to 12 months. Approximatey haf of the plans in exisence currently have
asx month waiting period and six month condition period.

However, there is one exception to the pre-exiding condition requirement. The
federd Hedth Insurance Portability and Accountability Act of 1996 (HIPAA)
mandates that people going from group coverage to individua coverage, can have
guaranteed insurability in dl dates. Also, due to HIPAA legidation, HIPAA digibles
are not only guaranteed access but they are not required to saisfy any waiting period
before coverage begins.



Program Financing

Due to the high cost nature of high-risk pools, more than one funding source is generdly
needed to cover the operating and adminidrative expenses of the plan. Various funding
mechanisms have evolved over the past severd yearss The following are mechanisms
currently being used or considered in risk pools today.

1)

2)

Policyholder Premiums — Policyholder premiums are collected by al high-risk pools.
In generd, premiums collected from enrollees cover gpproximately 50% of the cogt to
operate the plan, however, percentages vary by date. Nearly dl saes have a
maximum premium amount that policyholders are required to pay. The maximum is
usualy based on a percentage of the average premium that can be obtained in the
private individua hedth market in the sate.  For those dates that have a premium
cap, the cap ranges from a low of 125% to a high of 250%. Two ates (KS and UT)
do not have a cap and the premiums attempt to be sdlf-supporting after some date
subsidy money is applied.

The average indudtry rates are generdly based on rates that can be obtained in the
private individud hedth market, adjused to the high-risk pool’s benefit dructure.
Average industry rates vary by age, gender and benefit plan (most Saes have
multiple benefit plans).

State Subsidies — There are various ways in which sates can subsdize the cost of the
pool. Some states use genera tax revenue hat is appropriated to the plan each year.
Pool costs are therefore spread over dl taxpayers. The amount can vary each year
and is not generdly linked to program costs.

Another indirect way is dlowing tax credits on insurer assessments.  Assessments are
offset agangt premium taxes or income taxes paid to the date so the Sate ultimatey
is respongble for the funding revenue.

Severd dates dso provide subsidies for low-income individuas in the way of lower
premiums and deductibles. The amount of the subsidies can vary by plan and income
levd. In some dates, the reduced premium and deductible subsidies may be funded
by any combination of state subsidies, insurer assessments and provider contributions.



3)

4)

5)
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Insurer Assessments — This option is being used by a mgority of the dHates
Generdly, the total cost of the program is estimated for the plan year, with a portion
of the cost being alocated to the insurers doing business in the state.  The insurers
portion is alocated to each individua carrier based on their hedth insurance premium
volume written in the date. In effect, the insurance carriers are being assessed for the
policyholders they would normaly turn down for coverage based on ther
underwriting dandards. Due to ERISA, <df-insured plans are exempt from
assessments.

Another form of insurer assessment is one that places a monthly fee on hedth
insurance cariers within the date according to how many policyholders or
certificates they cover. Under this form of assessment, insrers can easly predict
what their assessment will be and the pool will know what to expect in revenue.

Provider Contributions — This option is currently being used by only two dates
(Minnesota and Wisconsin). Minnesota assesses a 1.5% tax on hospita and provider
charges in the date. Because sdf-insured employers must pay hedthcare providers,
they now indirectly contribute to the funding. In contrast, Wisconan's pool
reimburses providers a lower amount than what they normaly receive based on usual
and cusomary charges. The difference between the amount paid to providers
(adlowed amount) and the usud and customary charges is in essence the amount the
providers contribute to the plan funding.

Other Options — Some dates are ether using or considering using funds from tobacco
settlements, taxes on alcohol and tobacco products, state lottery proceeds or a fee on
al income tax paying individuas.

Program Administration

Hightrisk pool programs are generdly run by a designated date agency. A Board of
Directors oversees the program operations. The State and the Board usudly work in
conjunction to set budgets, suggest changes to adminidtrative rules, set rates, etic. The State
generdly contracts with a third paty administrator to perform the day-to-day operations of
the plan. The adminidratiive costs are low compared to commercid plan expenses and
generdly range from 5% - 10% of total paid clams.
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How Well are High-Risk Pools Working?

Most individuas covered by the pool believe that high-risk pools work well because they are
able to obtain hedth insurance coverage a a somewha reasonable rate, while without them,
many are uninsurable.  On the other hand, insurers that are responsible for a portion of the
funding may think that the pools are not such a good idea With increasng enroliments,
insurers are seeing thelr assessments increase beyond what they believe they can afford to
pay (dthough their policyholders should ultimately pay for the assessments).

Therefore, how wdl high-risk pools are working depends in large part on your point of view.
The overdl hedth of the programs vary consderably from date to state and the mechanisms
by which they are funded.

In generd, high-risk pools in gates that are well funded appear to work wel in providing
consumers who have hedth problems with affordable quality insurance and a the same time
are financidly sound. However, risk pools in gates that are not well funded have not worked
as wel, reaulting in some dates raisng premiums or reducing benefits. Some dates have
aso closed their pools to new enrollees or have implemented enrollment caps to keep codts a
a tolerable levd. A wdl funded pool may require sources of income in addition to premiums
and insurer assessments.

The highest cogt uninsurable individuas will generdly be the fird ones to join a high-risk
pool. As program enrollment grows, the cost per individua is expected to decrease snce
there are high risk individuas with chronic conditions who ae not presently high cog.
However, an increasng number of individuas will increase the tota cost of the pool due to
higher enrollment, thus increasing the total cost not covered by premiums.

Attached in Appendix B are brief summaries of how various date high-risk pools are set up.
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V. IMPACT ON INSURANCE MARKET

Based on vaious sudies of high-risk pools, it gopears that when high risk pools provide
reasonably comprehensve coverage, are reasonably subsidized, and ae not limited by
enrollment caps, the individual hedth insurance market seems to work better. Some believe
this result to be because when insurers are confident that the high cost or uninsurable people
have access to high-risk pools, they are less fearful of the adverse sdection risk that can
come from highrisk individuds. Insurers can offer lower premiums which entice more
lower risk individuas to purchase individua hedlth insurance. As a result, insurers fed there
is a much lower financid risk to their companies snce a large number of high cost
individuas are removed from the market.

In the absence of high-risk pools, the high-risk or uninsurable individuals may dill get care,
but it is often uncompensated or under-compensated care.  Everyone ultimately subsidizes
their care through ether tax dollars that go directly to public facilities that provide the care or
through implicit surcharges that are added by providers and thus impact private hedth
insurance premiums. In this gtudtion, the patients may delay care too long, receive the care
in an ingppropriate setting and believe the qudity of care to be compromised.

High-risk pools tha do not have enrollment cgps bascdly guarantee insurability to dl
members of the date regardless of whether they are reatively high cost or even uninsurable.
With premium rate caps being used in many of the dates risk pools offer hedth insurance
coverage at somewhat “affordable’” prices (i.e, 150% private market) while keeping the
number of uninsureds down. High-risk pools ultimatdly spread the risk over dl insurers in
the state, thus limiting the adverse sdection for any one company.
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V. ISSUESTO CONSIDER IN ADOPTING A HIGH-RISK POOL

There are two categories of issues that need to be addressed if a Sate decides to adopt a high-

risk pool. Ore is the legidative issues and the other is the adminidrative issues that need to
be considered.

L egislative | ssues

When adopting a high-risk pool, the state must adopt statutes that govern the pool. A lig of
some of the main issues that should be addressed in atute are as follows:

Board of Governors

Pan Adminigration

Rule-meaking in consultation with the Board
Plan operation

Eligibility determination

Bendfit coverage

Participation of Insurers, Providers etc.
State subsidies

Low income subsdies

Participant premium rates

Payment of plan cogts

Program budgeting

Reconciliation of plan costs

YVVVVYVYVYVVVYVYYYYVYY

The statutes describing the above issues should be detailed, clear and understandable.  Since
the dautes are the law governing the program, clear concise dSatutes will make the
adminigtration much esger.

After severd years, the program may need to be dtered to account for the many changing
facets of the hedthcare sysem. If any changes are required to the program, it may be
necessary to make changes to datutes. The board of governors can be ingrumenta in
recommending any necessty changes to daute and moving them through the legidature
before they become law.
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Administrative | ssues

The adminigration of a high-risk pool is very important to its success. The state will need to
decide which depatment will be ultimatedy responsble for running the program.  The
department will work together with the board in making any changes to the program as well
as making decisons on the operation of the plan such as budgeting issues, adminidrative
rules, rate setting, etc. In most dtuations, the department will need to sdect a plan
adminigrator to peform the man insurance functions such as premium collection, cam
adjudication and other system functions.

The cogt of adminigering the program is included in the totd cost to run the program.
Adminigrative cogs are combined with operating costs (clams) and are covered by dl the
funding parties involved. An efficiently run program helps to keep the overdl cost of the
program down. Some dates routindy do a competitive bid with adminigtrators in order to
keep the cost down by sdlecting the lowest bidder.
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VI. PROSAND CONSOF HIGH-RISK POOLS

The following is a brief summary of wha we bdieve are the main pros and cons of high-risk
pools.

Pros

Guarantees insurability to dl individudsin the Sate

Provides “affordable’ hedth insurance coverage to high cost individuds
Provides better access to quality hedlth care

Provides gahility to the private hedth insurance market

Reduces the risk to the private hedlth insurance market

Spreads the high cost of the program over multiple funding parties

VVVYVYVY

Cons

» Not financialy sound if not funded appropriady

> Difficult to baance affordable premiums and affordable insurance assessments

» May require congtant political negotiation among participating parties (insurers, date,
policyholders, others)

» State may be blamed for risng hedlth care costs

> Requires gate to administer a hedth insurance company

The relaive weight of the pros and cons depends on the specific Stuation in a state and the
date's policy objectives. It should be remembered that high-risk pools are designed to
provide coverage to the high-risk uninsured, not cover al the uninsured.

The Arizona Statewide Hedth Care Insurance Task Force has defined sx guiding principles
to help evduae the effectiveness of various hedth care modds. The following ae some
generd comments on how the guiding principles are addressed by the high-risk pool concept.

Basic Benefits — Mogt high-risk pools offer comprehensive coverage. They can be in
the form of indemnity type coverage or managed care type coverage which attempt to
reduce utilization and manage the individud’'s care. The benefit coverage will be
determined when setting up the program.

Avalable and Accessble — The digility requirements will hdp determine the
avalability of the coverage. The dricter the digibility, the less avalable the plan
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becomes. Accesshility is generdly not an issue snce the individud can choose the
hedlth care provider in either an indemnity type plan or PPO type plan.

Affordable and Properly Financed — Affordability depends on how the program is set
up. The program can have a premium cap which limits how high above the industry
average the premium can be set. Some high-risk pools have set the premium cap as
low as 125% of dandard, which is very affordable compared to the risk of the
individuds. The other funding parties (eg., insurers) may view a low premium cap
as causng thelr cods (eg., assessments) as not being affordable.  The more funding
parties that are involved, the greater the likelihood that the program will be properly
financed. Setting up the funding partiesis critica to the success of the program.

Seamless System — Coverage generdly gppears seamless within the high-risk pool.
However, it may not integrate well with employer based or Medicaid coverage due to
the differences in bendfits and financing.

Collaboration, Cooperation and Competition — High-risk pools will not directly affect
competition snce the risk-pool premium rates are based on a percentage of the
average commercid carier’'s raes.  Also, they do not lend themsdves to
collaboration and cooperation in the marketplace since there are usudly no private
cariersinvolved.

Public Private Partnerships — High risk pools can usudly be conddered Public —
Private partnerships due to the shared financing and usudly shared presence on the
Board of Directors.




Appendix B

Summary of Various State High-Risk Pools

California
Typesof Plans PPO Plan
Bendfit Design $25 co-pay plan
80%/20% coinsurance to max $2,500 for in-network services
70%/30% coinsurance to max $2,500 for out- of-network services
$75,000 annua max
$750,000 lifetime max
Premium Cap 125% of the “ standard average individud rate’
Program Financing Subscriber premiums
State cigarette and tobacco surtax revenue
Program Participants 20,834 as of 12/31/99
Uninsured 7.3 million
[llinois
Types of Plans Comprehensive mgjor medica
PPO
Disabled Medicare Supplement plan
Bendfit Design $500, $1,000, $1,500 and $2,500 Deductibles
80%/20% coinsurance to max of $1,500
(edditiond out-of-pocket amounts apply when nonPPO hospital
providers are used on PPO plans)
$1 million lifetime max
Premium Cap 150% of the average rate in the State
(125% minimum and 150% maximum)
Program Financing Subscriber premiums
Insurer assessments
State gppropriation by Generd Assembly
Program Participants 9,099 as of 6/30/00
Uninsured 1.8 million

(August 27, 2001)




Minnesota

Typesof Plans

Comprehensive mgjor medica plan
Medicare Supplement plan

Bendfit Dedgn

$500, $1,000 and $2,000 deductibles

80%/20% coinsurance to max of $1,000

$2.8 million lifetime max for magjor medica plan
Unlimited lifetime max for Medicare Supplement plan

Premium Cap

125% of weighted average of rates charged by a mgority of the
insurers and HMO's offering smilar coverage

Program Financing

Subscriber Premiums

Hedlth insurer assessments in proportion to share of tota hedth
insurance premium received in the state during the year
Appropriations from various funds including Hedlth Care Access
Fund (1.5% tax on hospita and provider charges) and Minnesotal's
Workers Compensation Assigned Risk Plan

Program Participants

25,892 as of 6/30/00

Uninsured

04 million

Wisconsin

Typesof Plans

Maor Medicd Plans
Disabled Medicare Supplement Plans

Benefit Design

$1,000, $2,500 deductibles for major medical
$500 deductible for Medicare Supplement
80%/20% coinsurance to $1,000 for mgjor medica
100% for Medicare Supplement

$1 million lifetime max

Premium Cap

200% of the rate that a standard risk would be charged under an
individua policy providing substantially the same coverage and
deductible (150% minimum and 200% maximum)

Program Financing

Subscriber premiums (60% of plan cogt after state appropriation)
Insurer assessments (20% of plan cost after state appropriation)
Provider discounts (20% of plan cogt after state appropriation)
State appropriation

Program Participants

7,904 as of 12/31/99

Uninsured

0.6 million

(August 27, 2001)




